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One of America’s fastest growing industries 


has made great strides, and promises 
further future development. 


The Progress of Television 





ELEVISION’S growth is unequalled in the 

annals of American business. Today, less 
than four years after the introduction of the 
first postwar home receiver, television towers 
as a billion dollar enterprise, with the distinc- 
tion of being one of the leading ten consumer 
goods industries of America. The automobile 
industry, operating in a much higher price 
bracket, required more than a decade to 
achieve a similar status. 

When military demands on this nation’s in- 
dustrial plants halted television manufactur- 
ing in 1942, fewer than 10,000 sets were in 
use, and only six television stations were sup- 
plying programs on a_ few-hours-per-week 
basis. In the 44 months since the resumption 
of television production, more than 100 new 
stations have gone on the air, supplying pro- 
grams to 60 of the country’s most important 
trade areas. In these markets a potential audi- 
ence of nearly 25,000,000 today enjoys up to 
60 hours a week of regularly scheduled tele- 
vision programs. 

And this is only the beginning, for less than 
20 per cent of the homes in television cities 
are now equipped with receivers. The satura- 
tion point is many years distant. Moreover, 
352 applications for new stations are in the 
files of the Federal Communications Commis- 
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sion awaiting the lifting of the current 
“freeze” on station construction. When per- 
mits for these new stations are issued, scores 
of cities now denied television program ser- 
vice will be able to join others on national TV 
networks. 


Production and Sales 


Since renewal of production in 1946, manu- 
facturers have produced more than 7,000,000 


’ receivers, with an estimated retail value of 


more than two billion dollars. Currently, 
eighty firms are turning out sets at the rate 
of 6,000,000 a year. Yet so great has been 
the public demand that at certain periods of 
the past twelve months some manufacturers, 
despite record-making production, have fallen 
two to eight weeks behind in filling orders. 

The scientific and industrial phase of tele- 
vision is keeping pace with the public’s en- 
thusiastic response. Today, television engi- 
neers and manufacturers are producing far 
better sets, at prices far below those that 
marked the postwar introduction of video 
service. 

In no industry, to my knowledge, has tech- 
nical research and development been so quick- 
ly integrated into product improvements as in 
television. This eagerness on the part of manu- 
facturers to incorporate technical advances 
into successive models has been one of the 
basic factors spurring the public acceptance 
of television. 

Product Improvement and 
Price Reduction 

How well the coordination of scientist, de- 

signer, production expert and merchandiser 








has functioned for the ultimate benefit of the 
consumer can be illustrated by one example. 

The first table model television receivers to 
be introduced in the fall of 1946 comprised 
30 electron tubes and a 10-inch picture tube. 
The average retail price was approximately 
$400. Three years later, a similar instrument 
had only 21 tubes, delivered a better picture, 
and retailed for $199.95. 

In July of this year, the Radio Corporation 
of America introduced at this same price a 
table model equipped with a 16-inch picture 
tube. Thus, in less than four years, the tele- 
vision industry succeeded in reducing the re- 
tail cost of a popular-priced model by 50 per 
cent while increasing the area of the picture 
screen by 150 per cent. 

Television receiver manufacturers could 
not have accomplished these impressive feats 
alone. They have needed the productive 
capacity and know-how of thousands of inde- 
pendent suppliers furnishing a wide variety 
of essential materials, components and sub- 
assemblies. No company, regardless of size, 
could have made its fullest contribution to 
the creation of the great electronics industry 
without relying on the assistance of many 
smaller firms. 

As proof of the extent of this relationship 
between manufacturer and supplier, take a 
few specific figures. A survey made in 1949 
revealed that RCA Victor relied upon 4,000 
firms for goods and services in the amount of 
$125,000,000. These firms, located in 41 
states, represent a cross-section of American 
enterprise. Approximately 60 per cent of them 
have fewer than 500 employees; almost half 
have fewer than 100. As months come and go, 
more and more of the country’s small inde- 
pendent businesses share in the success and 
profits of the fast-growing television industry, 
and in so doing strengthen the nation’s econ- 
omy. 


New Uses for Television 


In the relatively few years of its commer- 
cial operation, television’s effectiveness in the 
fields of entertainment and education has been 
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established beyond doubt. In numerous other 
fields, its potentialities have been sounded 
with promising results. For instance, surgical 
clinics, once limited to a few medical observ- 
ers, may now be made available to an un- 
limited number of viewers by placing a tele- 
vision camera directly over the operating 
table and conveying the images to a battery 
of receivers in an auditorium or to a large- 
screen projector installation. A television 
camera can be lowered into water where a 
diver could not be sent because of depth or 
danger. Noxious chemical processes, lethal to 
man, can be observed safely at a distance by 
focusing an unattended video camera on the 
scene. Already several department stores have 
experimented with television as an in-store 
merchandising adjunct. These are merely a 
few of the many possible applications which 
soon we may expect to become commonplace 
in American industry. 


Color Television Coming 


Up to this point, television has been dis- 
cussed solely as a program service in black- 
and-white. During the past year, the public 
has become interested in the possibilities of 
television images in natural color. Several sys- 
tems designed to accomplish this objective 
have been demonstrated at hearings before 
the FCC and to public groups. When the 
Commission has made its decision, however, 
color television will not become a commercial 
service overnight. A considerable period will 
be needed for the development of transmitters 
and receivers, and for the essential field-test- 
ing that apparatus must undergo as a prelude 
to its use. 

It should be emphasized, also, that the 
emergence of color television will by no means 
make obsolete the millions of black-and-white 
receivers now in homes. If a completely com- 
patible all-electronic system, such as the one 
proposed by RCA, is approved by the FCC, 
present receivers will be able to reproduce 
color programs in black-and-white without 
changes in the receivers and without the ad- 
dition of attachments. Furthermore, once color 
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television is ready for commercialization, it 
is probable that the two systems—black-and- 
white, and color—will continue to operate 
side by side for a considerable period. It is 
even conceivable that certain types of pro- 
grams, because of their content, or the place 
and nature of their origination, will not lend 
themselves to color. 

Color television broadcasting, using the 
RCA system, has been carried out for many 
months on a regular schedule in Washington, 
D. C. As of July 31, 1950, the NBC station, 
WNBW,, in the capital has transmitted 1,250 
hours of color programs and test patterns. 
This schedule will be continued and expanded 
as rapidly as personnel can be trained for the 
work, 

Proof of the flexibility of the all-electronic, 
compatible color system was again demon- 
strated recently with the transmission of a 
program in full color from Washington to 
New York, using 200 miles of standard co- 
axial cables. This demonstration was hailed 
as “a new and highly important advance in 
the development of a color television service 
for the Nation.” 


Some Social Implications 


The social implications of television’s wide 
public acceptance already are becoming ap- 
parent. There is much evidence to show that 
it is becoming an influential factor in estab- 
lishing closer family relationships—reversing 
a trend set in motion by other modern de- 
velopments. People have an innate desire to 
see, as well as hear, subjects of entertainment, 
education, news. Television comes closer than 
any other medium to fulfilling this basic 
human want. 
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Television programs are improving, and 
they will continue to grow in public favor as 
broadcasters make greater use of its wonder- 
ful and unique quality of immediacy, its abil- 
ity to bring into the home the thrills and 
enchantment of distant performances and 
events as they occur. Moreover, because of its 
extraordinary flexibility, it can draw upon all 
of the older entertainment media as it de- 
velops a new, significant art form of its own. 

Television’s effect on show business, for 
example, is greater in 1950 than in all of its 
previous years combined. Virtually every 
phase of the entertainment world feels its in- 
fluence today and, judging from the speed 
with which its audience is growing, it will 
play an increasingly important role in the 
months ahead. 

Top performers of stage, screen and radio, 
as well as variety entertainers, are turning by 
the hundreds to this magnetic art, which com- 


‘bines the triple appeal of sight, sound and 


action. New names and faces likewise are 
appearing almost daily, attracted toward 
the seemingly irresistible goal of television 
stardom. 

The spectacular advance of this new ser- 
vice of mass communication has no precedent 
in the industrial history of the United States. 
Yet from any viewpoint—as a service to home 
viewers of all ages, as a stimulant to the na- 
tion’s economy, as a boon to the entertain- 
ment world and as an invaluable adjunct to 
education—the possibilities inherent in the 
new medium are limitless. Television’s ac- 
complishments in the past four years, as out- 
lined briefly here, have been tremendous, but 
they are as nothing compared to the appli- 
cations that will develop in the years ahead. 








The factors making for inflation; and suggestions 
for a program to restrain further price rises. 


Restraining the Defense Inflation 





INCE the invasion of southern Korea in 

late June, the wholesale price index has 
risen about 10 points or about 7 per cent. 
This very marked rise came on top of a strong 
upward trend which had been in process since 
late last year. The price index for 28 basic 
commodities, always a very sensitive and vol- 
atile measure of any imbalance between sup- 
ply and demand, has jumped about 25 per 
cent during the same period, although by the 
first of October was showing at least a tem- 
porary tendency to level off. 

While there may be periodic lulls during 
which price-making forces seem to be ap- 
proaching a balance, there is a considerable 
measure of agreement that the major prob- 
lem which we shall face in the period ahead 
is restraining these inflationary pressures. 
Civilian demand was already beginning to 
push against the outer limits of our produc- 
tive capacity even by midyear. Our gross 
national product even by the second quarter 
(which was “‘pre-Korea”) was running at the 
record rate of $270 billion per year, slightly 
above the peak postwar rate of $267 billion 
in the fourth quarter of 1948. 

Now, this economy, already under pressure, 
must find room for a substantial expansion of 
government outlays within the next year inci- 
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dent to the defense program. How large this 
will be cannot be very specifically predicted 
as yet. In fact, one of the very great diffi- 
culties of the present situation is the impos- 
sibility of knowing whether we are in for a 
modestly stepped up military program, or 
whether this is a prologue to a pretty com- 
plete mobilization. 


Inflationary Factors 


This much seems clear. The President has 
indicated that by next year we shall have 
about 3 million in the armed forces. That 
would mean that by mid-1951 defense out- 
lays will be running at an annual rate of 
about $30 billion, rising on to a $35 to $40 
billion rate by the latter part of 1951. This 
would represent an increase of $18 to $25 
billion over the rate of defense spending dur- 
ing the middle of the current year. 

To some extent we may be able to increase 
output in order to accommodate ourselves to 
this increased demand. Output per man hour 
has been rising. The work-week might be 
lengthened. The labor force is growing slight- 
ly. Some temporary workers (housewives, re- 
tired people, etc.) might be drawn into in- 
dustry. We should certainly overlook no 
opportunity thus to increase output to the 
maximum extent practicable. To that extent 
the civilian economy will not then have to 
“move over” quite so far. 

Even so, however, there is a general feeling 
that coping with inflationary pressures will 
continue to be a major problem. For one thing 
most of the ways to expand output mentioned 
above also expand income. They thus do little 
to redress the balance between spending power 
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and goods available. Lengthening the work 
week, for example, would increase incomes 
paid out by about 15 per cent with 10 per 
cent longer hours and output. Only a rise in 
output through an increase in output per man 
hour could help much to damp down infla- 
tionary pressures because it would be a rise 
in output relative to hours worked. 

Moreover, there is this time a considerable 
legacy of inflation-mindedness with which we 
must deal. Consumers and others are much 
more sensitive about prospective price rises 
than in post World War II when there was 
still enough of a legacy of depression-minded- 
ness so that a bit of inflation was almost re- 
assuring. Now people do not seem to feel so 
reassured by a situation which they deem in- 
flationary. Their memories tend to be of bank 
deposits, savings bonds, and other liquid as- 
sets whose real value withered considerably 
because of rising prices. But the understand- 
able attempt on the part of people more 
promptly to shift out of these liquid assets 
(in other words, to spend them) will, of 
course, only intensify the problem of inflation. 

Nevertheless, this program is by no means 
so large that it cannot be reasonably con- 
trolled by such general measures of restrain- 
ing demand as more taxes to make it pay-as- 
we-go, and other general measures to curb 
spending. We are moving toward a $35-40 
billion military program, not $150 billion as 
would be true of all-out mobilization. Further- 
more, if we do resort to direct price control 
(and wage control), we shall almost certainly 
be disappointed and disillusioned with how 
they work out. 


Anti-Inflationary Policies 


Restraining inflation requires devising 
means to curb the desire and capacity to 
spend. For price inflation arises out of the 
pressure of too much spending. To the extent 
that the price inflation can only be retarded 
but not stopped, it is essential that the in- 
equities which arise out of a substantial price 
inflation be minimized. What might the in- 
gredients of such a program be? One obvious 
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requirement is to cut back the pace of take- 
home pay-~of incomes after taxes—that part 
of income over which the recipient exercises 
discretion as to whether he spends it or 
saves it. 

That this is generally recognized is indi- 
cated by widespread support of the recently 
enacted tax increases. It has been generally 
understood that as rising defense spending 
crowds against the civilian economy, civilian 
spending must correspondingly be curbed, 
and an effective way to do it is to enlarge the 
tax bite. To be specific the tax increases will 
take about $2.7 billion more from individuals 
—an average of about $45 per year per work- 
ing person. (The remainder of the tax increase 
applies to corporate income.) 

We must not forget, however, that taxes are 
only one element determining the volume of 
income after taxes. One of the least reassuring 
aspects of the present situation is that the 


‘current round of readily granted wage in- 


creases has already more than neutralized the 
effect of the tax increases. While there is no 
absolute pattern, and large elements of the 
labor force have not participated in the wage 
increases yet, nevertheless the typical settle- 
ment currently is running from a high of 
about 20 cents per hour down to a more mod- 
erate figure at the lower limit. It is instructive 
to remember that the tax increase, on the 
other hand, reduces take home pay by an 
average of about 2% cents per hour (assum- 
ing the average person works about 2,000 
hours per year). 


Additional Purchasing Power 


But spending does not need to be confined 
to income dollars. As all of us know, there 
are numerous ways to push spending beyond 
the confines of incomes if that seems desirable. 
The money can be borrowed. Bank deposits 
can be drawn upon. Savings bonds can be 
cashed. There is a variety of ways by which 
spending can be stepped up beyond incomes. 

And all of these have been happening on 
a substantial scale in recent months. Con- 
sumer credit has been increasing at the rate 
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of $7-8 billion per year. The volume of new 
mortgages recorded has been running almost 
50 per cent above a year ago. Loans at the 
weekly reporting member banks are about 15 
per cent above their May low, and still rising. 
The index of the turnover or activity of bank 
deposits (in banks outside New York City) 
is about 19 per cent above the turn of the 
year, about half of which has occurred since 
June. Savings bond redemptions are mod- 
erately in excess of sales. The savings bond 
program, in other words, has been resulting 
in a net flow of money away from the govern- 
ment rather than to it. 

Now these boil down fundamentally to two 
sources of spending — borrowing, and the 
liquidation of liquid assets. It follows, there- 
fore, that if this element of spending is to be 
restrained two things are necessary. 

1. We must make borrowing more difficult 

and more costly. 

2. We must induce people to part less 

readily with their liquid assets. 

One of the great dangers currently is that 
we shall not take appropriate steps to restrain 
borrowing and the use of liquid assets as a 
supplement to purchasing power. Among 
other reasons, the necessary steps involve 
technical considerations which have never 
been made clear to the ordinary intelligent 
and thoughtful citizen. Yet we shall find that 
even an impressively restrictive tax policy 
which bites heavily into incomes can be 
heavily neutralized if there is ready recourse 
to non-income sources of spending. 

An inadequate set of policies to deal with 
spending borrowed dollars or dollars obtained 
from cashing bonds or drawing down deposits 
may well be one of two major weak spots in 
our stabilization program (the other being 
how to restrain an inflation of wage rates). 
It is all the more a danger because the issues 
seem technical and remote to the average in- 
telligent and thoughtful layman. 


Regulating Credit Expansion 


We have taken two important steps toward 
restraining spending out of borrowed funds. 
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One is the regulation of consumer credit 
terms. The relatively easy initial terms pre- 
scribed were materially tightened in mid- 
October, and can be expected to moderate the 
rapid rise in the volume of credit outstanding. 
The tighter restrictions have understandably 
not been greeted with enthusiasm by many 
in the business community. Restrictions as 
such are seldom popular, but neither are the 
consequences of failure to apply them—in 
this case more severe inflationary pressures. 
And measures such as consumer credit con- 
trol seem more consistent with the maintain- 
ing of a maximum freedom of choice than 
more direct measures such as price control 
and rationing. 

Mortgage credit terms are also to be regu- 
lated. The terms announced in October are 
moderately stiff and are expected to cut back 
the number of dwelling units constructed by 
roughly one-third. This is all to the good since 
the 1950 house boom was a conspicuously in- 
flationary element in the economy, had al- 
ready many of the earmarks of getting out 
of hand before Korea, and was largely the 
product of overgenerous government credit 
terms. 

Borrowing from banks is usually considered 
to be particularly inflationary because it pro- 
vides the borrower with added purchasing 
power without reducing the purchasing power 
of anyone else. This can be quickly seen by 
following a transaction through. The borrower 
signs a note at the bank. The bank has an 
asset—the borrower’s promise to pay. The 
borrower has an added deposit balance. Nor 
is the deposit balance of anyone else reduced 
as a result of these transactions. Total de- 
posits are larger to the extent of the newly 
created deposit balance standing to the credit 
of the borrower. This is, of course, what ic 
meant by the statement that bank credit ex- 
pansion enlarges the money supply (which 
largely consists of deposits). 

Now this process of general credit expansion 
could keep on indefinitely except for one 
thing. Commercial banks in turn keep a re- 
serve of funds on deposit with the Federal 
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Reserve Banks.* And this reserve must by 
law equal a certain percentage of the com- 
mercial bank’s own deposits. 

When the expansion of bank credit and de- 
posits approaches the limit set by these re- 
serves, a rather obvious thing begins to hap- 
pen. The banks begin to get a bit more selec- 
tive in further lending. The more reliable 
borrowers get credit while their more risky 
colleagues find their loan applications turned 
down. Lower yielding assets (loans, bonds, 
and other securities) get crowded out by 
higher yielding assets. The price of credit, like 
any other “commodity,” rises as demand 
rises. 


The Problem of Interest Rates 


Now this last point is an important one 
because the U. S. Treasury tends to be the 
low interest rate borrower from the banks. 
Commercial banks held $59 billion of govern- 
ment securities in mid-1950, and a substantial 
proportion of them were short-term securities 
bearing comparatively low rates of interest 
(a little over 1 per cent). 

As the banks are forced to exercise selec- 
tivity generally in granting further credit be- 
cause of the pressure of a tight reserve posi- 
tion, they will tend to find these lower yield- 
ing securities less and less attractive to hold 
unless their rates are also increased. 

But suppose the U. S. Treasury does not 
want to pay more interest. Suppose as old se- 
curities mature, they offer new ones with un- 
changed terms? What then? The banks may, 
of course, prefer to get paid off in cash and 
use the funds in more remunerative ways 
elsewhere. This would be quite understand- 
able. But where would the cash come from 
to pay off the old securities? There is one 
source. The Federal Reserve Banks might 
come in and, in effect, buy these securities to 
ensure that the Treasury were not financially 
embarrassed. 

If so the Treasury gets its needed financing 





* This is technically correct only for Federal Reserve 
member commercial banks who represent about 
four-fifths of the banking resources of the country. 
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and the commercial banks get paid off in cash. 
But with that cash they can make more pri- 
vate loans, which means more spending, which 
means further inflationary pressures and a 
higher cost of living. 

On the other hand, if the Treasury were 
willing to issue new securities at somewhat 
higher rates, the commercial banks might be 
willing to hold them rather than making more 
private loans, which would restrain spending 
from borrowed funds, which would result in 
some moderation of inflationary pressures, 
and a less rapid rise in the cost of living. 


Recent Treasury Actions 


All of this may seem a bit textbookish for 
a time when we have important policy ques- 
tions to face. Actually this has to do in a very 
important way with current developments in 
the real world. On September 15 and October 
1 of this year over $13 billion of U. S. Treas- 


_ ury securities matured and had to be re- 


funded. To limit somewhat the heavy demand 
for bank credit, the Federal Reserve System 
had been keeping the commercial banks re- 
serve situation under some pressure. As a re- 
sult there had been a moderate tendency for 
interest rates to rise. On August 18 the Treas- 
ury announced that the entire $13 billion 
would be refunded into Treasury notes at the 
old rate of 1% per cent. As might be ex- 
pected, they were not attractive to investors 
at this old rate, in view of the prior upward 
drift in rates generally. Only enormous pur- 
chases by the Federal Reserve System bailed 
the situation out, but this put investors and 
banks who had held these securities in a posi- 
tion to step up lending to private borrowers, 
which would accelerate spending and give the 
cost of living another upward boost. 

One of the very important unresolved prob- 
lems of inflation control is how to have low 
interest rates to keep the interest cost of the 
debt down without having such an easy credit 
situation as to augment inflation. We tend in 
other words to convert the public debt into 
greenbacks. 

The issue is fairly clear. We have three 
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alternatives. Government securities can be 
made attractive enough so they will be he!d 
voluntarily. Or banks and others must be re- 
quired to hold government securities in some 
designated amounts to pin down the debt and 
keep it from becoming an auxiliary source of 
purchasing power. Or we can keep interest 
rates on government securities artificially low, 
encourage greater credit expansion and infla- 
tion. 


Making Bonds More Desirable 


How can we make bonds more desirable to 
buy and to hold for the individual? How, in 
other words, can we induce people to spend 
more money on bonds and less on products 
and services? These have become important 
questions. 

Over $5 billion of savings bonds were 
cashed in last year, most of which were the 
Series E savings bonds. The amount will prob- 
ably be somewhat larger in 1950. This is a 
supplemental source of purchasing power of 
substantial proportions at a time when too 
much spending is already a problem. 

Moreover, beginning in 1951 the savings 
bonds issued in World War II will start 
maturing, reaching a peak of over $8 billion 
in 1954. We may, in other words, find our- 
selves having to convert these securities into 
cash at a time when a little illiquidity would 
be all to the good. 

1. It may be that a stepped up sales cam- 
paign could increase sales substantially. It is 
a pity that this has not been done earlier. We 
are now four months past the Korean invasion 
and no bond drive is yet in sight. A more im- 
mediate intensification of war bond sales 
could, if successful, have been mopping up 
some of the purchasing power which has been 
contributing to inflation. The Committee for 
Economic Development has suggested a post- 
Thanksgiving-Day campaign. Since it prob- 
ably cannot be done earlier, this makes sense. 

There is, of course, the very real possibility 
that the resistance to bond sales will be so 
great that insufficient amounts can be sold. 
In that case the answer is presumably to make 
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the bonds more attractive. There are several 
ways by which this might be done. 

2. The rate of interest might be increased, 
if the bonds were held to maturity. In a period 
when we want to encourage “not-spending,” 
we should be willing to pay people to refrain 
from those rights to spending which the pos- 
session of purchasing power ordinarily im- 
plies. 

Maturing savings bonds might be extended 
with the provision that they continue to in- 
crease in value at the rate of 2.9 per cent 
per year (for Series E bonds). 

3. The interest on savings bonds might be 
accorded some tax relief if the bond were 
held to redemption or to a period of price 
level stability. 

4. One of the most general reasons for re- 
luctance to buy savings bonds is the fear that 
they, like those bought in World War II, will 
depreciate in real value because of inflation. 
To overcome this reluctance a purchasing 
power provision might be added to bonds 
available in limited amounts to purchasers 
(as is now true of E bonds). Something like 
this has been suggested by Sumner H. Slich- 
ter, the distinguished Harvard economist. This 
could provide that if the bond were held until 
the price level were again stabilized, the re- 
demption value would be adjusted upward 
for any rise in the cost of living. This would 
do several things. By assuming this responsi- 
bility the government could demonstrate its 
confidence that it can measure up to a task 
which is its own to perform—implementing a 
policy to restrain inflation. This would in 
itself make a considerable contribution to 
public confidence. 

Moreover, it would minimize the inequity 
of inflation to the “little fellow” whose assets 
tend predominantly to be of the type whose 
real value takes a beating in an inflation. 

The savings bond was initially introduced, 
among other reasons, to protect the holder 
against market fluctuations by giving him a 
security with a fixed schedule of redemption 
values. This would extend that principle to 
protect him against price-level risks also. 
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Encouraging “Not-Spending” 


Whether any of these specific devices are 
feasible or realistic is perhaps debatable. That 
they would at least be in the right direction 
seems obvious unless the volume of spending 
can be expected to remain unchanged regard- 
less of how liquid people’s assets are—of 
whether they are given cash or bonds to hold. 
But if it makes no difference, we should then 
exchange currency for the bonds already out- 
standing and eliminate the present interest 
cost of the debt. During the war we were told 
that there was a great deal to be gained by 
putting bonds rather than currency in the 
hands of people incident to financing deficits. 
The gain presumably was that bonds would 
not so readily become the basis for a corre- 
spondingly enlarged flow of spending. There 
seems to be every reason for thinking that 
this makes as much sense now as then. 

If so we must not be afraid of doing some 
fresh thinking about how liquid assets can be 
made more desirable to hold. If they are 
loosely held, they will directly or indirectly 
augment spending at a time when the objec- 
tive of public policy ought to be to encourage 
“not-spending.” We might, in other words, 
think more in terms of giving a break to the 
fellow who ought not to be an unsung patriot 
—the fellow who doesn’t spend. 

We have already made considerable head- 
way toward encouraging not-spending, more 
than is perhaps realized. But the record is 
still spotty. 
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1. We have reduced take-home pay by a 
tax increase, but the rise in take-home pay 
through wage increases has more than neu- 
tralized the tax bite. 

2. Consumer credit terms have been placed 
under control, and the prescribed terms are 
admittedly restrictive. 

3. Relatively stiff mortgage credit terms 
have been announced and should correct the 
boom in residential construction, already 
threatening to get out of hand even pre- 
Korea, which has been based on over-gen- 
erous mortgage credit terms. 

4. The last public debt refunding (or un- 
funding) operation in effect tended to liquefy 
the debt and make credit restraint more diffi- 
cult. It therefore enabled more spending and 
intensified inflationary pressures. 

5. There has been no serious attempt (four 
months after Korea) to induce more buying 
of savings bonds and the resulting mopping 


up of purchasing power. Perhaps people will 


not now buy bonds. This is by no means cer- 
tain. But if so we should know it and be 
devising bonds that will be bought. 
ee 2 & O48 

It may be that we shall find ourselves more 
and more attracted by direct controls to deal 
with this problem. This will be a pity because 
we must at least be prepared to think in terms 
of having these problems with us for a con- 
siderable time to come. Moreover, we shall 
find that direct controls will not long work 
if we have a continuous overhang of too much 
spending power. 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Bank debits, 
already twenty-five per cent over last year, show no sign of reversing their advance. 
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UPPER PENINSULA BANK DEBITS AGAIN SEEK NEW LEVELS—Advance beginning early 
this Spring continues to indicate vigorous activity above the Straits. 
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POWER CONSUMPTION-—Paced by the automotive industry, Michigan factories consumed more 
’ power than at any time in the State’s history. 
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EMPLOYMENT AGAIN INCREASES—2,190,600 persons in non-agricultural employment repre- 
sents a substantial gain and a new high. 
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| The investment portfolios maintained by 


fire insurance companies suggests a comparison of 


Fire Insurance and 
Investment Company Stocks 





HE basic concept of the investment com- 

pany is relatively simple. It is essentially 
a device which has the purpose of accumulat- 
ing the funds of many investors into a single 
pool, allocating these funds to the purchase 
of a diversified list of securities, and distrib- 
uting the income received therefrom to its 
shareholders on a pro rata basis. The principal 
objectives usually set forth by proponents of 
this co-operative investment plan are equally 
straightforward. First, it enables the small in- 
vestor to obtain diversification of his com- 
mitments which otherwise would be most 
difficult to secure. Second, it substitutes pro- 
fessional investment management for that of 
the individual untrained in economics and in- 
vestment techniques and/or lacking the time 
and inclination to manage a portfolio for his 
own account. 

But however elementary the fundamental 
concept and purposes of the investment com- 
pany, in practice the device has developed 
ramifications which are exceedingly complex. 
Human ingenuity has proven to be extremely 
versatile in this particular field. Thus today 
one hears of balanced funds, stock funds, 
specialty funds, leverage companies, special 
situation funds, and others. In view of these 
developments generalizations concerning the 
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objectives and policies of investment com- 
panies as a whole are subject to many quali- 
fications, but nevertheless a rough pattern of 
management policies seems to be in evidence 
over the years and will be discussed below. 


Investment Activities of Fire 
Insurance Companies 


The fire insurance companies, on the other 
hand, were not organized for the purpose of 
managing the investment accounts of their 
shareholders; but such a responsibility has 
gradually evolved out of the nature of their 
operations. The principal business of a fire 
company is to indemnify insured property 
owners against loss of their property through 
destruction, damage, or theft. But in order to 
discharge this function effectively, capital 
funds are necessary to provide a “cushion” of 
assets in case the reserves established from the 
premiums collected prove insufficient to make 
good the indemnity promise. It is logical for 
the management of these companies to invest 
these capital funds instead of allowing them 
to lie idle in non-income producing cash. In 
addition as it is customary to collect the 
premiums in advance, moneys supplied by the 
policyholders are also put to income produc- 
ing use. In this way the investment function 
of these companies has become increasingly 
significant and it can be argued today that it 
is equally as important as the insurance func- 
tion. 

As reasonable liquidity and marketability 
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are regarded as being necessary at all times in 
view of the fact that losses are subject to pos- 
sible catastrophes, the fire companies have 
always emphasized investments in assets 
which seemed to have these attributes. In 
other words seasoned bonds and stocks pos- 
sessing national markets have been their log- 
ical investment medium, which makes the fire 
companies similar in this respect to the in- 
vestment companies. As a result it has been 
suggested that the fire companies may be con- 
sidered possible alternatives to investment 
companies for investors seeking diversification 
and professional investment management. The 
succeeding inquiry will attempt to investigate 
on a broad scale the significant attributes of 
each to the individual investor. 


Investment Policies—Investment 
Companies 

Obviously the nature of the investment 
policies followed by these companies is of 
crucial importance to prospective investors in 
them. As the diversity of investment company 
types would make it impossible to generalize 
on investment policies of investment com- 
panies as a whole, attention will be confined 
to the so-called “open-end” funds that main- 
tain commitments in common stocks, bonds, 
and possibly preferred stocks. At the present 
time more public interest and sales effort seem 
to be devoted to this type than to any other. 

Over a period of time the great majority of 
this type of investment company emphasize 
common stocks as their chosen investment 
medium. Commitments in this category seem 
to run between 50 and 95 per cent of their 
total assets. It seems fair to state that a large 
majority of the stocks held represent seasoned 
listed companies of national reputation. Con- 
centration in stocks of this kind is perhaps 
the result of two major considerations. First, 
the portfolio must have competitive “sales” 
appeal. Investors in “open-end” company 
shares have the right to redeem them in cash 
at any time at the then prevailing “asset 
value.” As a certain amount of redemptions 
can be expected in the normal course of 
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events, new shares must constantly be sold if 
gradual attrition in the total assets is to be 
avoided. In addition most companies prob- 
ably prefer to expand their outstanding shares 
so that managerial expenses can be spread 
over a larger asset and income base. For these 
reasons the portfolio must be “saleable” and 
it may be considered axiomatic that the 
potential buyer of an investment company 
share would prefer to recognize at the very 
least the names and activities of the major 
equities constituting the assets. 

In the second place, considerable attention 
to marketability must be maintained. In the 
larger investment companies holdings of indi- 
vidual equities quite often amount to many 
thousands of shares. If purchases are to be 
carried out without undue upward pressure 
on the price of a given stock or on the other 
side if sales of moderate amounts are to be 
effected without excessive market deteriora- 


tion, a reasonably active market must be evi- 


denced. For this reason unseasoned equities 
of secondary companies cannot be considered 
as suitable for the portfolios of the larger in- 
vestment companies except in minor quanti- 
ties. And if a number of small commitments 
in secondary companies are made, then the 
list may assume unmanageable proportions. 
Thus concentration on the active and sea- 
soned stocks becomes almost necessary. 


Cyclical Operations 


For the most part investment companies 
seem to emphasize “cyclical timing” to a con- 
siderable extent as a basic objective of invest- 
ment policy. In brief the proportion of com- 
mon stocks held and the industries represented 
are subject to material alterations as the man- 
agements change their appraisal of the cycli- 
cal economic outlook. Under such conditions 
investment success depends largely on the 
ability to forecast correctly changes in busi- 
ness conditions and in the outlook for par- 
ticular industries. 

As a result of this policy portfolio turn- 
overs are likely to be relatively great. The 
average turnover ratios for the thirty-six lead- 
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ing “open-end” investment companies in 1946 
and 1947 amounted to 29 per cent and 23 per 
cent respectively. This means that about one- 
quarter of the assets came in and went out of 
the portfolios within a single year. This pen- 
chant for cyclical switching is reflected by the 
orthodox measure of success for investment 
companies. The performance of the assets 
marketwise plus all income received is com- 
pared with some stock average plus all income 
received on the stocks constituting the aver- 
age. Over a long period of time such a com- 
parison may be indicative of the quality of 
investment management, but it is surprising 
to note the emphasis on particular bull or bear 
markets rather than on longer term perform- 
ance of say ten to fifteen years. As might be 
expected the success in this effort has varied 
widely among investment companies over par- 
ticular swings in the market. 

A brief comment might be added on the fact 
that various refinements of investment policy 
can be found among the “open-end” funds. 
Some concentrate in particular industries, 
others in the so-called “growth” companies, 
some in high dividend yield stocks and so on. 
In some instances this may be a definite ad- 
vantage to the investor by making it possible 
for him to seek out the situation that seems 
most appropriate for his personal needs and 
inclinations. But such specialization in turn 
demands that the investor examine carefully 
the stated objectives of the investment com- 
pany and consider carefully its success in 
meeting these objectives. This creates a para- 
doxial situation. Investors presumably are ad- 
vised to turn their funds over to these com- 
panies for the purpose of obtaining the ser- 
vices of investment management, but it might 
be argued that such services are required at 
the outset in order to decide selectively on a 
particular company. At the present time selec- 
tion advice seems to be furnished largely by 
the salesmen for particular funds or groups 
of funds. 


1 Arthur Weisenberger, Investment Companies, 
1948 Edition, A. Weisenberger & Co., New York, 
p. 217. 
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Investment Policies—Fire Insurance 
Companies 

Fire insurance companies do not have to 
be concerned with the “sales appeal” of their 
portfolios; but they do have to condition their 
investment management to the requirements 
of their insurance liabilities. In most states 
there are legal restrictions which typically 
provide that about 50 per cent of their “Un- 
earned Premium Reserve” (premiums collec- 
ted in advance from policyholders) plus their 
minimum capital requirements must be in- 
vested in high grade fixed income securities, 
However, it is notable that in practice the 
majority of companies are somewhat more 
conservative than is required by law. Typical- 
ly, the entire amount of the “Unearned Pre- 
mium Reserve” is placed in high grade bonds 
and related types. Also if their “insurance ex- 
posure” in the form of large concentrated 
risks is relatively great, as might be the case 
if reinsurance of such risks is not undertaken, 
a more conservative portfolio would be indi- 
cated. 

But in those instances in which the amount 


‘of the capital and surplus exceeds the total 


amount of the ‘““Unearned Premium Reserve,” 
considerable freedom of portfolio manage- 
ment is enjoyed. On the whole it is felt that 
only companies in this category can be re- 
garded as possible alternatives to the invest- 
ment companies. If the capital and surplus is 
small relative to the “insurance exposure,” a 
balanced portfolio including a substantial 
amount of common stocks probably cannot 
be obtained and major emphasis will have to 
be on bonds alone. 

However, those companies which are fortu- 
nate enough to have a strong capital position 
can and do invest almost the entire amount of 
such capital in common stocks. But in ana- 
lyzing their portfolios there is one major com- 
plicating factor. This is the fact that many 
insurance operations are carried on through 
subsidiaries, and the portfolio of the parent 
company may be composed of a st:stantial 
amount of common stocks of alliec insurance 
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companies. These equities are obviously not 
subject to the same kind of investment man- 
agement as are the remaining industrial and 
other common stocks. In these cases a reason- 
able idea of the portfolio structure can only 
be obtained through the use of consolidated 
data or through an individual study of the 
important subsidiary companies. This added 
analytical work would seem to be a drawback 
to the prospective investor in such a company. 

In the management of their non-insurance 
common stocks there seems to be less empha- 
sis on attempts to engage in “cyclical timing.” 
Whereas investment companies are likely to 
switch out of industries for which they feel 
the immediate outlook is unfavorable and into 
others which currently appear stronger, the 
fire companies are likely to ignore these con- 
siderations and concentrate on the longer term 
factors. As a consequence, portfolio turnover 
is likely to be relatively small in any given 
year. One fire insurance investment executive 
put it this way: “We are buyers and not sel- 
lers of common stocks.” Additional stocks are 
bought when reinvested earnings add to the 
capital account and sales are only made if 
individual equities seem to be substantially 
overpriced or seem to be in danger of perma- 
nent deterioration. 

Thus capital gains through astute cyclical 
management of purchases and sales of com- 
mon stocks should not be expected from a 
commitment in fire insurance equities. But 
long-term gradual gains in asset values, in- 
vestment earnings, and dividends received 
may be enjoyed by investors in carefully se- 
lected fire insurance common stocks. For 
example one fire company pointed out the in- 
crease in their asset values and investment 
income resulting from an investment in Gen- 
eral Motors stock in 1925. 


Dividend Policies and 
Tax Treatment 


Because of the present tax treatment af- 
forded the so-called “regulated” investment 
companies, which means those registered un- 
der the Investment Company Act of 1940, 
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almost all of the net income received in the 
form of interest, dividends, and realized capi- 
tal gains is distributed to their shareholders. 
Dividends paid are commensurate with such 
income because under present tax statutes the 
investment company is not subject to the 
corporation income tax if 90 per cent of such 
net income is distributed in the form of divi- 
dends. The investor, therefore, in a “regu- 
lated” company can ordinarily be assured of 
receiving practically the entire amount of the 
net “realized income” in the form of divi- 
dends. Furthermore, in determining his indi- 
vidual tax liability the investor is allowed to 
distinguish between dividends received from 
realized capital gains and those received from 
interest and dividends on the securities owned. 

The investor in a fire insurance stock can- 
not be assured of receiving as dividends either 
the total net amount of the interest and divi- 
dends received on the portfolio or realized 


' capital gains. As is true for all corporations, a 


fire company does not have to pay corporate 
income taxes on 85 per cent of the dividends 
received on their common stock investments. 
Otherwise all of their income is subject to 
corporate taxes and there is no indirect com- 
pulsion for’ its distribution to their stock- 
holders. 

While it has always been traditional in the 
fire insurance business to limit dividends to 
the net investment income and plow back any 
underwriting earnings, in recent years sub- 
stantial amounts of investment income has 
also been retained. Reportedly this has been 
due to the need for building up the capital 
“cushion” to protect the large increase in the 
value of insurance underwritings that has 
been witnessed in recent years. In other words 
considerations arising out of the insurance ac- 
tivities may control dividend policies, and the 
percentage of earnings paid out may be quite 
moderate as a result. 

As the volume of insurance business tends 
to rise during inflationary increases in proper- 
ty values and replacement costs, distributions 
to stockholders are restricted as a direct re- 
sult. Thus dividends on fire insurance stocks 








cannot be expected to keep pace with an in- 
crease in the “cost of living” during a period 
in which an inflationary rise in prices takes 
place. However, with the increased insurance 
reserves and the greater capital available for 
investment, the stage is set for higher invest- 
ment income and larger dividends when the 
volume of insurance underwritings levels off. 
Therefore, increased dividends may be forth- 
coming ultimately but if recent experience 
may be used as a criterion, there is likely to 
be a considerable gap between a rise in living 
costs and increased dividends on fire insur- 
ance stocks. 


Expenses of Portfolio Management 


In general a larger proportion of the in- 
come received on the security portfolio is ab- 
sorbed by managerial expenses in investment 
companies than is indicated for the leading 
fire insurance companies. While there are 
material variations among the many funds, 
operating expenses typically amount to be- 
tween 12 and 18 per cent of gross income for 
the investment companies. In contrast it is 
not unusual for the expenses attributable to 
investment operations to be between 5 and 
10 per cent of gross investment income for 
the larger fire insurance firms. 

The more favorable showing of the fire 
companies in this respect is probably due to 
the fact that most of the overhead expenses 
are allocated to the underwriting department. 
While the detailed methods for determining 
expense allocations are not available, it seems 
reasonable to presume that in view of the low 
“investment expenses” only the direct costs of 
the investment management are charged to 
this category. In addition it should be pointed 
out that unsatisfactory underwriting results 
caused by unusuaily large fire losses or high 
expenses of other kinds constitute an indirect 
burden on the investment income. In other 
words the fire companies seem to be relative- 
ly preferable from an expense standpoint only 
when the underwriting results have been and 
give every promise of being reasonably profit- 
able. 
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Analytical Procedures of 
Investment Attraction 


As mentioned at the outset the purpose 
of an investment company is to provide di- 
versification and management of a security 
portfolio. Primary emphasis, therefore, in the 
analysis of such companies is on determining 
whether or not the performance of the com- 
pany concerned was better or worse than the 
individual investor could have achieved from 
a privately owned portfolio. In this determin- 
ation it is usually assumed that the investor 
can do no better than some general market 
average, and under this assumption the ap- 
preciation and income on the securities held 
by the investment company is compared with 
the results from holding the stocks consti- 
tuting some market average. 

On the whole this device seems to have a 
considerable degree of logical merit. On a 
given group of stocks held through a number 
of years superior performance in this respect 
may well be regarded as evidence of better 
than average selectivity of common stocks for 
long-pull investment. But where frequent 


_switchings based on cyclical expectations are 


also involved, profits or losses from such trad- 
ing become interwoven with the long-term in- 
vestment returns. Thus in those cases where 
portfolio turnovers are relatively great, “trad- 
ing” success rather than “investment” success 
may be measured, and the question arises as 
to whether management was fortuitous or 
indeed has found the secret to predicting and 
profiting by cyclical movements. 

As measured by this device the record of 
the leading ‘‘open-end” funds as a whole over 
the past decade or so has not been materially 
different from the record of the stock market 
averages. Weisenberger shows that the leading 
companies as a group had an average per- 
centage gain of 54 per cent for the years 
1937-47 inclusive whereas the Dow-Jones 
composite index showed a gain of 68 per cent 
and the Standard and Poor’s 90 stock index 
showed a gain of 55 per cent.? As the indexes 


2 Ibid., p. 65. 
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are not adjusted to take care of purchase 
commissions, transfer taxes, etc., the record 
seems to show that the “open-end” companies 
as a whole have about approximated the aver- 
ages. But these are only the average results; 
certain “open-end” companies have materially 
exceeded the performance of the market 
averages. 


Analyzing Investment Success of 
Fire Insurance Companies 


It is unfortunate that similar comparisons 
of investment results cannot be made for fire 
insurance companies. While it might not be 
impossible to prepare a comparable statistical 
device for these companies, it would be most 
difficult since increases in the total value of 
the stock portfolio may arise through the re- 
investment of underwriting income into com- 
mon stocks. It would be necessary to isolate 
completely the underwriting results from the 
picture, and this would involve a great deal of 
tedious statistical effort. 

In the absence of such a statistical measure 
of investment success for fire companies, ana- 
lytical attention is usually concentrated on 
“net investment income” per share and “liqui- 
dating value” per share as compared with 
market price for the stock of the fire com- 
pany. It is interesting to note that both the 
analysts and the fire insurance companies 
typically omit all capital gains or losses 
whether realized or unrealized from “net in- 
vestment income.” Thus the latter figure in- 
cludes only interest and dividends received 


after investment expenses have been deducted. 


This omission of capital gains from invest- 
ment income means that any long-term ap- 
preciation in the value of the common stocks 
held in the portfolio is ignored in determining 
the investment returns derived by the com- 
pany in question. To this extent the invest- 
ment income of some fire situations may be 
somewhat understated. However, as capital 
gains will be reflected in the computation of 
“liquidating value,” it is not entirely disre- 
garded by the analyst. 

There is one further complication in the 
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analysis of fire insurance companies that is 
not found in the case of the investment com- 
panies. In brief the success of the under- 
writing function must be measured by the po- 
tential investor. This involves the use of loss 
ratios, expense ratios, and possibly an adjust- 
ment of the statutory underwriting profit for 
charges in the volume of premiums written. 
Space does not allow detailed explanations of 
these factors, but suffice it to say that they 
do require competency on the part of the in- 
vestor or his adviser. Nevertheless, while this 
is a complicating analytical factor, the under- 
writing divisions of the major fire companies 
have proven profitable over a period of many 
years. Thus the investor in the fire company 
does have’ an additional source of earnings 
which is not available in the investment com- 
pany. It should be reiterated, however, that 
earnings from this side of the business have 
traditionally been reinvested and thereby in- 


’ crease “liquidating value” but they are not 


available for dividends. 

Unlike the investment companies the earn- 
ing power of the fire companies from invest- 
ments in the form of interest and dividends 
and from their underwriting operations is con- 
sidered to be reflected by the past quantitative 
results. The average, trend, and variability of 
such total earnings relative to market price or 
in other words the familiar Price/Earnings 
ratios are somewhat useful in the appraisal 
of fire companies. Dividend yields are also 
worthy of careful consideration. Finally, as 
discussed below, the relationship of the mar- 
ket price of the stock to its indicated “liquid- 
ating value” is a partial measure of its rela- 
tive cheapness as an investment medium. 


Market Prices and Portfolio 
Values 


To acquire shares in an “open-end” invest- 
ment company the investor pays the asset 
value plus a “loading” charge. Asset value is 
determined twice daily in most cases on the 
basis of the market prices of the stocks and 
other securities held in the portfolio of each 
company. The “loading charge” to cover sales 
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commissions and other sales expenses is almost 
invariably a given percentage of the asset 
value. According to Weisenberger this charge 
averages in the neighborhood of 714 per cent, 
but wide variations among the many com- 
panies can be noted. The investor has the 
privilege of selling his shares back to the 
company at asset value; in a very few cases a 
redemption charge is or can be made. 

The question has often been raised as to 
whether the “load” charge exceeds the acqui- 
sition costs of an individual stock portfolio. 
No definitive answer is possible on this point 
except to note that the percentage costs of 
acquiring listed stocks declines as the dollar 
amount invested increases. Therefore it is 
quite possible that commissions, taxes, and 
odd lot premiums constitute as much as the 
average “load” of 714 per cent on investment 
company shares when the dollar amount in- 
vested in any given company is relatively 
small. 

The price of an insurance company share 
does not bear any necessary relationship to 
the pro rata asset value. Price is determined 
by supply and demand for each company’s 
shares in the market where they happen to be 
traded. The investor buys or sells at the “bid” 
or “ask” price respectively or some place in 
between if the broker handling the trans- 
action is able to manage it. Conceivably these 
prices could be substantially above or below 
the market value of the assets attributable to 
each share of fire company stock. 

It should be noted that only a rough idea 
can be obtained as to the actual amount of 
the asset value of a fire equity at any given 
time. There are two major reasons for this 
situation. First, the insurance companies pub- 
lish their portfolio values only on a semi- 
annual basis at best and any interim values 
therefore would only be estimates. Second, the 
determination of asset value is complicated by 
the existence of the “Unearned Premium Re- 
serve.” While this reserve is nominally a lia- 
bility for fire or other losses incurred, in re- 
ality only a part of this reserve represents an 
actuarily computed liability and the balance 


is logically added to the asset value of the 
common equity. Usually about 40 per cent 
of this reserve is added to determine the so- 
called “iiquidating value” which would rough- 
ly correspond to the “asset value” of an in- 
vestment company share. But this is obvious- 
ly a somewhat arbitrary estimate which lacks 
the precision attributable to the computation 
of asset value made by an investment com- 
pany. 

In spite of the inherent roughness of the 
computation the market prices of fire stocks 
relative to “liquidating values” may be used 
as a reasonable measure of the attractiveness 
of these issues. In recent years these stocks 
have been selling at between 60 to 90 per cent 
of such “liquidating values.” This means that 
the investor can acquire a pro rata share in 
the portfolio of a fire company at a price 
somewhat less than the estimated per share 
market value of the assets. Thus on this basis 
fire insurance stocks seem to be somewhat 
“cheaper” than “open-end” investment com- 
panies. 

However, it should be observed that there 
is no redemption privilege attached to a fire 


. stock. Also the investor must pay the “ask” 


price when he buys and accept the “bid” price 
when and if the stock is sold, and there may 
be several dollars difference per share between 
the two prices. As a result the investor would 
be ill-advised to acquire a fire insurance share 
to participate in a relatively short-term mar- 
ket movement. Thus while the common stocks 
of the leading fire companies have been avail- 
able at prices below the indicated “liquidating 
value,” at the same time these fire stocks are 
not so readily marketable as the “open-end” 
investment company’s shares. 


Summary 


The above discussion has briefly considered 
the comparative attributes of the investment 
company and the fire insurance company to a 
potential investor. As is the case with many 
matters in the real world, it is clearly apparent 
that there is no preponderant clear-cut ad- 
vantage to the investor of one of these alter- 
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natives over the other. The personal inclina- 
tions and objectives of the investor should be 
the controlling factor as to whether one or 
the other should be preferred. But without 
attempting to indicate their relative impor- 
tance, the following considerations may serve 
as guide posts to the individual decision: 

1. It seems incontestable that the invest- 
ment company device offers a greater variety 
of investment policy than does the fire in- 
surance company. Thus a particular invest- 
ment company may be tailored to the personal 
objectives of the investor. 

2. While the investment company must 
usually condition its portfolio to provide 
“sales appeal,” the insurance company in turn 
may have to consider its insurance risks in 
establishing its investment policy. 

3. Capital gains through cyclical manage- 
ment are often a major concern of the invest- 
ment companies whereas many of the fire 
companies seem to emphasize selection for 
long-term holding. 

4. The costs of investment management as 
evidenced by the relationship of managerial 
expenses to investment income seem to be 
somewhat higher for the investment companies 
than for the fire insurance companies. This 
statement, however, presupposes that the in- 
vestment income of a given fire company is 


not burdened with an unsatisfactory under- 
writing experience. 

5. Because of statutory requirements the 
investor in an investment company can antici- 
pate the receipt of almost all of the net earn- 
ings in the form of dividends. There is no such 
compulsion on the fire insurance company. 
Dividends are usually a function of invest- 
ment income, but may be relatively restricted 
during an inflation in the price level. 

6. Information on securities held in the 
portfolio, policies followed, and the value of 
the portfolio is likely to be more frequent and 
more complete in the case of investment com- 
panies. Analysis of the fire situations is made 
somewhat more complex by the necessity of 
appraising the underwriting performance and 
subsidiary companies. But the underwriting 
side of the insurance business does provide a 
supplemental source of income not possessed 
by the investment company. 

7. To purchase a share in an “open-end” 
investment company the investor must pay 
the asset value plus a “loading” charge. In 
recent years fire insurance stocks have been 
available at a discount from the computed 
“liquidating value.” However, this latter fig- 
ure at best is only a rough estimate and does 
not possess the precision of the asset value 
computation of an investment company share. 





The Anatomy of the Building 
and Mortgage Boom 


New building in 1950 (in dollar terms) 
probably will more than double the pre-war 
peak in 1926. Unlike the construction boom 
of the 1920’s, however, the current upsurge 
also includes sharply rising prices and wages. 
Building by Government and business is high, 
but the backbone of the boom is residential 
building. Basic to the boom are financing ar- 
rangements which emphasize the monthly 
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charge and the down payment rather than the 
price. Accordingly, the outstanding debt of 
home owners is greater than ever before. Re- 
cent Governmental policies will tend to hold 
down the growth of mortgage credit, and 
shortages and uncertainties may cause a lull 
in building late this year. But as new build- 
ing slackens, inflationary pressures may re- 
appear in the market for existing homes. 
—Summary of an article that appeared in 
the September issue of the Business Review of 
the Federal Reserve Bank of Philadelphia. 
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| Seventeen million women are in the American labor force, 


working in almost all occupations. 


Women in the Labor Force 





HE status of the young woman of the 

mid-twentieth century is quite different 
from that of the Victorian ideal held sixty to 
seventy-five years ago. She has been freed 
from restrictions, cumbersome costumes, an- 
cient prejudices about women outside the 
home, and from restraints of former class 
distinctions. She almost certainly has had a 
better education than her grandmother; she 
can and has mastered the use of mechanical 
gadgets; she probably has a better knowledge 
of the ways of the world and a better chance 
of helping to improve them. 

Also, she is mere bewildered than women 
ever were about her choice among the many 
opportunities available to her at present. 
Should she take a job—any job—or, should 
she prepare for and pursue a career? Should 
she concentrate upon being a satisfactory wife 
and mother? Should she take a leading part 
in community affairs. Or, should she try to do 
a little of all these at once—at the same time 
retaining her youth and appearing glamorous? 
If she decides to take a job, and she most 
likely will, should she prepare seriously for 
it? For what type of job should she prepare? 
What is the status of employed women today? 


Occupations of Women 


Census reports on the employment of 
women in April 1950 show that their number 
constitutes 29.3 per cent of all workers in this 
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country. This number has risen by 5% mil- 
lions in the decade since the last regular cen- 
sus. In general, the greatest relative increases 
have been among white-collar workers. 
Women in managerial positions more than 
doubled in number although they are still a 
very small proportion of the whole number 
thus employed. General clerical workers was 
the largest occupational group for women in 
1940, and still is. Women sales workers in- 
creased by about 80 per cent. The gain among 
professional and semi-professional workers 
was not marked. Manual workers increased 
by about 45 per cent, and service workers not 
in homes by about 60 per cent. Only domestic 


- service workers showed a decline. 


In April, 1949, about 24 per cent of all 
married women were in the labor force as 
compared with 17 per cent in 1940. Of the 
17 millions of women in the labor force at 
this time, 51 per cent were married, 33 per 
cent were single, and 16 per cent were 
widowed or divorced. The average age of all 
employed women is 36 years; the average 
number of years employed, 15. (From Facts 
on Women Workers, Women’s Bureau, U. S. 
Department of Labor, May 31, 1950) 

The above may be attributed to many fac- 
tors among which are: 

1. Release of women from ancient preju- 

dices and resulting restraints 

2. Better educational opportunities for 

women 

3. Growing demand for workers in all oc- 

cupations, especially in office and allied 
types of work 

4, War 
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5. Increased apartment dwelling and great- 
er availability of housekeeping conven- 
iences 

6. Decrease in size of family 

. Preponderance of women over men 

8. Increased standard of living 


~ 


Variety and Importance of 
Women’s Work 


If you employ women, the chances are that 
most of them are working because they have 
to for substantial economic reasons rather 
than because they want pin money. A 
Women’s Bureau report released in early 1947 
stated that 92 of every 100 women who work 
do so because of economic necessity; that 14 
out of every 100 are the sole wage earners 
contributing to household expenses; and that 
over one-half of the women workers who live 
in family groups contribute more than one- 
half of their earnings to the group. Even in 
1939, a survey of Cleveland’s women workers 
showed that in over half of the cases studied, 
it was the earnings of women members that 
accounted for 50 per cent or more of the total 
contribution received by the families. The as- 
sumption so often made that women do not 
need remunerative employment is contra- 
dicted by these facts. 

The above data point to significant social 
and economic factors that today’s political, 
social, and economic planners should consider. 
Since the employed females in this country 
constitute well over one-fourth of the total 
labor force (36 per cent during World War 
II) and since their average age is shown to be 
36 years, and the average number of years 
employed to be 15, the charges generally lev- 
eled at them as to unstable tenure and phys- 
ical and emotional unemployability appear to 
be without substantial foundation. 

The Census of 1940 told us that women 
were employed in all but 9 of the 451 occupa- 
tional classifications then used. It is true, of 
course, that three-fourths of the employed 
women are concentrated in only 23 occupa- 
tions, some of which, incidentally, have be- 
come traditionally known as “women’s work.” 
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The largest occupational group, according to 
1950 Census figures, is clerical work with 26.4 
per cent of the total so employed; professional 
and semi-professional workers, which un- 
doubtedly includes teachers and nurses, is the 
fourth occupational grouping, employing 10.8 
per cent of the total; and sales workers, the 
sixth grouping, employs 8.8 per cent of the 
total. 


War Stimulus to Employment 
of Women 


During the recent war period, significant 
changes took place in the industrial employ- 
ment of women. One result is that operatives 
and laborers, craftsmen and foremen (except 
farm and mine) is the second largest occupa- 
tional grouping shown for women in the 1950 
Census, being 20.2 per cent of all employed 
women. 

Another important war time development 


‘was the induction of women into the armed 


forces. Between 2 and 3 per cent of the United 
States armed forces in World War II were 
women, the total being close to 400,000 These 
women were not only assigned to innumerable 
domestic posts but to all the major theatres 
of operations in the world. A random selec- 
tion of Army and Navy posts held by women 
included X-ray technician, public relations 
expert, motion picture projectionist, photo- 
grapher, draftsman, radio operator, weather 
observer, mechanic, sheet metal worker, weld- 
er, armament inspector, aviation machinist’s 
mate, truck driver, printer, and control tower 
operator. (From Women Are Here to Stay, by 
Agnes Rogers, Harper and Brothers, 1949, 
page 86) 

The huge and uninterrupted growth of gov- 
ernments—local, state, and particularly Fed- 
eral—has further developed all kinds of new 
occupations for women. 


Significance of Women in Business 


It may be argued by the die-hards that 
these figures are not particularly impressive; 
that these seventeen millions of women cur- 
rently employed are in the main exceptional 
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or unfortunate women; that for those in the 
group who are making significant contribu- 
tions, special provisions need not be made in 
our established educational, social, or eco- 
nomic patterns because such women will get, 
somehow, the particular training they need 
and; that the rest of these women do not re- 
main in the labor market long enough to make 
special consideration of them a sound invest- 
ment. It may be argued that, in spite of 
everything, woman’s place is in the home. 

In addition to the economic need of women 
workers referred to above and substantiated 
by several good studies, should be considered 
the contribution women make to the political 
and economic institutions of this country. It 
is questionable whether business or govern- 
ment could be maintained today if women 
ceased to be trained for effective employment 





and active participation. And, it is almost cer- 
tain that wars could not be successfully waged 
if competent women were not available to 
help maintain production on the home-front. 

It is time that more of us brought our- 
selves up-to-date about the position women 
play in mid-twentieth century society. It is 
time that we recognize the facts about the 
employment of women and provide the oppor- 
tunities to which they are entitled, politically, 
educationally, and particularly in the econom- 
ic world. 

A final statistic for your consideration—in 
a December 1947 report on the earnings of a 
sample of workers in manufacturing indus- 
tries, the overall average was given as $57.54 
a week; earnings of unskilled men, $49.79 a 
week; and the average earnings of all women 
workers as $41.39 a week. 





Construction Curtailment 

A special feature of the last Construction 
and Construction Materials Industry Report 
of the Department of Commerce states that 
it seems unlikely that construction activity 
will be affected to any great extent during 
the balance of the year by the preparedness 
program outlined up to the time of the issu- 
ance of the report. Residential construction 
however may be cut as much as one third in 
1951 as a result of the tighter credit policies 
that have been adopted. 

According to the Report the overall physi- 
cal volume of new construction is still low 
when compared to expansion in other sectors 
of the economy, and curtailment of construc- 
tion will result in only minor savings in such 
materials as steel, copper and aluminum. Only 
about 14% of current steel production (on 
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an ingot tonnage basis), not more than 5% 
of copper production and about 10% of alum- 
inum production is now going into construc- 
tion. 

Assuming that increased military (including 
aid to Atlantic Pact Nations) requirements 
would amount to 8 million tons, a proportion- 
ate contribution by the construction industry 
would amount to less than 1%4 million tons 
and would entail a reduciion of less than 10% 
in construction activity. 

For those interested in the complete analy- 
sis of what the Construction industry may 
expect and also a survey of critical shortages 
of building materials and trends of prices and 
costs, sample copies of the August report are 
available at all Field Offices. Annual sub- 
scription to this monthly publication is $3.00 
a year. 





a 


~—- ~» foes, —“~ 


2 
I 
s 


Michigan Business Review xo 














The Treasurer of the Detroit Harvester Company 
describes the new type of report which the Company 
distributes to both stockholders and employees. 


An Experience in 


Report Development 





Y PART in this program is to discuss 

the experience of our company in pre- 
paring a modern type of annual report. Fur- 
ther, it is offered as a start in what is hoped 
will be an interesting open discussion on this 
subject. 

We have a thirty-year-old organization 
which has grown substantially in the last ten 
years. We are in middle ground as far as size 
goes, definitely not large and, depending upon 
the point of view, not small. We consider our- 
selves medium-sized. To give you an idea of 
the size of our company, our sales have 
climbed from three to thirty million dollars 
during the last decade. Our stock is unlisted 
and therefore we have no exchange require- 
ments to meet in the matter of reporting. 

An Annual Report to Stockholders has been 
issued for many years. Our reporting through 
1947, however, was strictly limited to pub- 
lishing the independent auditor’s opinion and 
the audited statements, together with a letter 
from the President. For most of these years 
the income statements started with the gross 
profit figure. When a year ended the previous 
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report was sent to the printer along with the 
current year’s figures and in a few days we 
had our annual report ready for mailing. We 
used a good grade of paper, we employed a 
good printing firm, selected legible type and 
called it a day. 


Need for A New Type of Report 


The subject of changixg our method of re- 
porting was discussed at length for the last 
‘couple of years prior to 1948. There was a 
realization that we were not taking advantage 
of the opportunity laid before us. 

We felt that there were two parties—the 
stockholders and employees—with whom we 
wished to improve our communication. There 
was no question that a more informative re- 
port would be of vital interest to the stock- 
holders. The question as to the reaction of 
the employees was not so easy to determine. 
We knew that union statisticians were pro- 
viding our employees with figures as to our 
operating results, and it was felt that it was 
only fair to let them have this information 
direct from the company. One union account- 
ant stated: “We avail ourselves of most of 
the sources of information available to the 
general public such as Moody’s and Standard 
and Poor’s, various comercial chronicles, SEC 
Reports and other government agencies.” It 
was our thought that we should supply our 
employees with first-hand information rather 
than make it necessary for them to rely on a 
third party. 
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There are two schools of thought as to the 
best means of telling the story to these two 
groups—by means of a separate report to 
each, or a combined report. The information 
which we wished to advance to both parties 
was to be practically identical and, therefore, 
we decided to use a combined report to stock- 
holders and employees. The fact that we were 
sending our stockholders report to the em- 
ployees was an attempt to allay any suspicion 
that this was a piece of slanted propaganda. 
Having made this decision we also had to 
settle on the aims and direction of our report. 

We wanted to sell the idea of the necessity 
of profits without talking down to anyone. 
We did not want to preach on this subject. 

One British business man said the follow- 
ing about the reason for the change in Brit- 
ain’s economic system: 

“T don’t want to say anything about what 
private enterprise in America should or could 
do to avoid what has happened in Britain. 
But Ido know that British capitalism failed 
to take advantage of its opportunities. 

“British capitalism never took the worker 
into its confidence. It never explained to the 
worker the function of capitalism and what 
capitalism had contributed to the high stan- 
dard of living Great Britain enjoyed before 
the war. Businessmen were afraid of organized 
labor. They failed to lead their own workers 
and left the leadership by default to energetic 
Socialists and Communists who saw their op- 
portunity.” 


Aims and Methods 


We wanted a report to help show our em- 
ployees the advantage of our present economic 
system, and the necessity for profits. And, in- 
cidentally, we started our program during the 
year in which we were making the largest 
profits in our history. We decided, therefore, 
to prepare a report to stockholders and em- 
ployees with emphasis on informing the in- 
terested parties about our company, and at 
the same time attempt to sell free enterprise 
and the necessity of profits. 

How were we to accomplish this? 
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We started out to prepare the report on 
this informative plane and, therefore, kept on 
this line of attack. Consideration was given 
to the advertising value of an annual report. 
There is no question but that stockholder and 
employee demand for your product is impor- 
tant, but sales promotion was not our aim. 
We did not choose to use the report for this 
purpose and carefully designed our descriptive 
material about our products so as to avoid 
the advertising flavor. A negative approach? 
Perhaps so, but this was a new venture on our 
part and we wanted no antagonistic feeling 
hindering us. 

One of the aims of our report was to in- 
form our 2,500 stockholders of the kind of 
company in which they had invested their 
money. Our corporate name, Detroit Har- 
vester Company, does not describe our busi- 
ness, Since approximately 75% of our volume 
is in the automotive industry, and only 25% 
in the agricultural industry. 

Matters that had been dealt with only in 
the President’s Letter and were otherwise nev- 
er mentioned were: the number, location, and 
size of plants; description of products; num- 
ber of employees; and comparative statistics 
for any period. Pictures, graphs, and charts 
had never been used. 

It was decided that we should attempt to 
acquaint our stockholders with their company 
and advise them more fully on the above sub- 
jects. Subsequently, each plant was presented 
pictorially, together with its products, size and 
employment. 


Information for Employees 


Another goal we wished to achieve was to 
acquaint our employees with their company. 
Two of our plants were going concerns prior 
to our acquiring them, and each has its own 
union, i.e., no company-wide bargaining. 
Therefore, with few exceptions the employees 
of these plants were totally unfamiliar with 
the other plants. The material prepared for 
the stockholders’ information was the very 
thing needed to acquaint the employees of the 
scope and size of the Corporation’s activity. 
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In addition to the bricks and mortar make- 
up of any corporation there is the human ele- 
ment. This important factor was stressed by 
including pictures of all of the officers and 
pictures of some of the employees. Photo- 
graphs of employees showed them both at 
work at their machines and at play at com- 
pany sponsored recreational programs. A few 
employees from each plant were named to- 
gether with their length of employment. 

Pictures of the company’s first plant, and 
comparative figures of 1922, the year of in- 
corporation, with current figures as to em- 
ployment and sales were used, to show growth 
brought about through retained earnings and 
additional capital contributions. This was our 
only direct reference to the necessity of 
profits. 

Our stockholders commented very favor- 
ably on the page showing the number of 
shareholders, and their geographical location, 
which was presented on a shadow map of the 
United States. Many owners were amazed at 
the number and distribution of the holders. 
The employees also were surprised as they 
were under the impression that just a handful 
of the management owned the company. 


Presenting Operating Results 


The important part of our report was to 
tell the story of our operations for the year. 
We did not wish to present cold statistics, but 
rather an easily understood account of the 
transactions. The stockholders and employees 
would not have identical interests, yet we 
knew both would be interested in their share 
of the business. Our problem was to present 
this information in such form that it would 
be easily understood. 

There are many indications that the gen- 
eral public believes that corporations make 
exorbitant profits and that they conceal their 
profits. Technical documents are not easy to 
understand and the failure to put manage- 
ment’s story across leads to distrust. You can- 
not condemn this distrustful attitude since it 
is not unusual in connection with matters that 
are hard to understand. 


NOVEMBER, 1950 


Many surveys have been made by Gallup, 
Roper and others in connection with the pub- 
lic’s view on corporate profits. The results of 
these polls indicate that management has been 
a poor salesman, or perhaps one should say a 
poor reporter, on the matter of corporate 
earnings. Evidence that published financial 
statements have not been effective can be ob- 
tained from the following facts: 

(1) 45 per cent of the public believe re- 
ported profits of corporations are deliberately 
understated. 

(2) 59 per cent of the public believe that 
it is difficult to understand the typical income 
statement. 

(3) Over 40 per cent do not understand 
many of the terms used in the jargon of ac- 
counting. 

The above facts were published after a 
public-opinion survey of the Controllership 
Foundation. 

A similar survey, made by Dr. Henry C. 
Link, showed that: 

(1) Over 80 per cent of the people believe 
that business makes more than 10 per cent 
profit. 

(2) More than 60 per cent believe that 
business profits exceed 20 per cent. 

(3) 77 per cent believe that business is 
entitled to 10 per cent on sales. 

The. above figures are not indicative of a 
good job of telling the story of profits. While 
a vast majority believe a 10 per cent profit 
is justifiable and while actual averages are 
less than that, business is constantly being 
badgered for making excessive profits. If the 
true facts were effectively presented in a man- 
ner easily understood, perhaps a dent could 
be made in the present distrustful attitude of 
the public. 


The Income Statement 


In our attempt to present an easily under- 
stood statement, we prepared our Income 
Statement both graphically and statistically. 
The simplified income statement showed 
“Sales of Products” and “Other Income” sep- 
arately and a total of these two items of in- 
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come. From this total was deducted the sum 
of four charges entitled “Costs and Other 
Charges.”’ These costs were Materials, Wages, 
Federal Income Taxes, and all Other Taxes. 
Materials included the cost of inaterials, sup- 
plies, services purchased, and depreciation. 
Wages included all hourly payrolls, salaries, 
and all fringe benefits other than taxes. All of 
payroll taxes, excise, state and local taxes 
were totalled for one tax amount, and federal 
income tax was shown separately as the 
fourth item. Income tax was treated in this 
fashion as it is just as much a cost of doing 
profitable business as are materials and wages. 
Under this treatment there is no “profit- 
before-tax” figure shown. My feeling is that 
we eliminated a meaningless subtotal in this 
method of presentation, for the corporation 
has no option as to the distribution of profits 
until after taxes are deducted. Net profit, or 
net profit after tax is the corporation’s “take 
home pay” and is the only valid profit figure. 

This was not considered a complete state- 
ment and, therefore, there was a third sec- 
tion. This portion was entitled “Disposition 
of Net Profit.” It showed two items, “Divi- 


dends” and an item “Retained for Use in the . 


Business,” which added together equaled the 
net profit figure previously shown. This was 
as close as we could come to showing divi- 
dends as a charge against the year’s opera- 
tions. 

This statement simply and clearly summar- 
ized the year’s operations. It showed receipts 
less materials, wages, and taxes; and the divi- 
sion of profits between stockholders and the 
amount retained in the business. 

The graphic presentation was the time-worn 
device of a “Pie Chart.” The same four costs 
were shown as on the statement together with 
the two items of “Disposition of Profits.” Per- 
centages of the sales dollar were shown for 
each of these categories as well as the picture 
of each element’s slice of pie. 

An added spread was given to the wage 
item of cost. The segment of the chart depict- 
ing wage costs was repeated on the facing 
page and this was broken down between take 
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home pay, withheld taxes, and fringe benefits. 
This chart showed “take home pay” as 77 per 
cent of wage costs. In other words, for each 
dollar paid out to employees directly, the 
company and employees added another 30 
cents for indirect benefits. 

We published a separate surplus statement 
as we did not want to complicate our income 
statement. One of the things that we did was 
to transfer to earned surplus the amount 
shown below our income statement as “Re- 
tained for Use in the Business.” This was cap- 
tioned as “Net Profit Per Accompanying 
Statement of Profit and Loss, Less Dividends 
Paic,’ and the amount of dividends was 
shown in the caption. This presentation gave 
us a very brief, clear and, we trust, an easily 
understandable surplus statement. 


Balance Sheet 


We presented a balance sheet of the con- 
ventional type—assets on the left hand page 
and liabilities on the right hand. We discussed 
at some length the advisability of using this 
form of presentation. A different proposal was 
to deduct current liabilities from current as- 
sets to arrive at the figure of net working 
capital. All other assets are then added to 
arrive at a total which balances to a total of 
invested capital—long term indebtedness and 
stockholders’ equity. The use of this type of 
presentation results in a final total on the bal- 
ance sheet of invested capital and makes for 
a very easy comparison with the net profit for 
the current year. 

I am not in accord with those who measure 
profits by return on investment. My reason- 
ing is that invested capital is a historical 
amount accumulated over a long period of 
time. Because of fluctuations in the value of 
the dollar over any period of time this figure 
is not one that can properly be related to 
current dollars. The 1949 profits were stated 
in 50-cent dollars of that year and not with 
dollars having values ranging all the way from 
50 cents to $1.50. 

For these reasons we choose to present our 
balance sheet in the same basic form we used 
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for many years. We listed assets and liabilities 
in the usual fashion, making only a couple 
of changes. We have no true reserves in our 
accounts and, therefore, eliminated this term- 
inology from the statement. Accounts receiv- 
able were shown less an allowance for doubt- 
ful accounts; property plant and equipment 
was shown less allowance for depreciation. 
There is nothing unusual about these items ex- 
cept that for us it represented a change from 
the use of the word “reserve” to “allowance.” 


Depreciation Accounting 


One of the reasons for the use of “allow- 
ance” rather than “reserve” in connection 
with depreciation was our attitude on this 
controversial subject. We consider deprecia- 
tion as the means of spreading the cost of an 
asset over its useful life. It is the method of 
matching costs against revenue derived from 
its use. Those who argue for accelerated de- 
preciation or additional depreciation to guard 
against dollar purchasing power fluctuations 
are talking about a reserve of an entirely dif- 
ferent type. This idea of depreciating a given 
asset to zero and then having exactly enough 
money set aside for a new asset is really a 
sinking-fund arrangement. I feel this is a mat- 
ter of financial management and not a matter 
of depreciation policy. 

Replacement costs have been very high for 
the past several years and when you look, as 
I did the other day, at the detail of the com- 
pany’s assets, you may find a large percentage 
of your current depreciation charge is a re- 
sult of purchases during these high cost years. 
This all adds up to the fact that current prices 
are reflected to a large extent in current de- 
preciation charges. My thinking is of course 
influenced by the situation in our company, 
which situation, I know, is not necessarily 
typical of the average. Our current deprecia- 
tion charges are more than 10 per cent of the 
net value of our total property plant and 
equipment accounts. Further, the 1949 net 
value of these same accounts was 2% times 
the 1945 figures, and thus present deprecia- 
tion charges are of such size that four times 


NOVEMBER, 1950 


the present annual amount of depreciation is 
more than our 1945 asset balance. The bulk 
of our present charges, therefore, are the re- 
sult of additions from 1946 to 1949, which 
were not low-cost years. Another influencing 
point in our case is that depreciation is not 
an important factor in our costs. For the cur- 
rent year this item will be less than 1 per 
cent of our sales and for the last two years 
it has amounted to less than 12 per cent of 
net profits. 

We feel that our recent -a¢quisition costs 
are excessive in the light of past costs but yet 
they may be less than costs of the future. 
Therefore, no steps have been taken to reduce 
the carrying value of these assets. To repeat, 
our situation is such that the subject of ac- 
celerated depreciation is not a pressing prob- 
lem and, therefore, we have followed the old 
line cost principles on this subject. 

The American Institute of Accountants in 


’ their survey of the practices of 525 of the 


larger American corporations disclose that 
only 4 per cent of these companies have made 
changes in their depreciation policies with re- 
gard to this subject. The changing price levels 
have created a problem to which we have not 
as yet found a solution. 


The Equity Section 


The equity section of this statement caused 
a lot of discussion. This section was captioned 
as “Capital Stock and Surplus” and included 
capital stock, capital surplus, and earned sur- 
plus. To start with the last item it was agreed 
that “Retained for Use in the Business” was 
an excellent caption. However, no agreement 
was reached on an adequate description for 
our capital surplus. The easiest out was to 
continue the surplus terms for the present. I 
believe these are antiquated and misleading 
terms, and we will change them as soon as we 
find an adequate substitute. 

In addition to the above mentioned changes 
we added a ten-year statistical analysis of 
selected balance sheet and income statement 
items. We eliminated the use of cents through- 
out the entire report. Also, all statements were 
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issued in comparative form with the current 
year’s figures shown in the first column and 
the prior year’s results shown in the second 
column. Another change was to use several 
colors rather than our previous method of 
using only black and white. 

This report was considered as primarily a 
financial report and, therefore, we placed em- 
phasis on this phase of our reporting by plac- 
ing our statements in the front of our report. 


Tone of the Report 


Our reports for the last two years were pre- 
pared with the idea of giving both stock- 
holder and employee a better understanding 
of the Detroit Harvester Company’s financial 
position and a better idea of the products 
which we produce. The income statement 
shows clearly the participation of both the 
owners and employees in the sales dollar. No 
attempt was made to introduce propaganda 
to the effect that either party’s share was too 
large or too small. No comments were made 
as to the harmful effect of making anyone’s 
share too large. The figures spoke for them- 
selves. 

The aim of presenting an argument for a 
continuance of a free economy was carried 


out by our attempt to present a clear and con- 
cise picture of operations. If both parties 
could easily understand the results of our 
operations they would be in a position to 
reach their own conclusions. The idea of talk- 
ing down to employees, and the idea of ex- 
plaining economics to them was not considered 
to be an effective approach. 

Up to the present time the results have 
been gratifying. We have received large num- 
bers of letters from stockholders commenting 
favorably on various features of our report. 
They have expresesd themselves as being very 
much in favor of our easily understood oper- 
ating statement. 

The plant managers and the personnel di- 
rectors have received many favorable com- 
ments from the employees. They have shown 
a great deal of interest in the report and have 
asked if we planned on continuing to include 
them on our mailing lists in subsequent years. 
We have advised them that this is very defi- 
nitely our present intention. We are planning 
on making further changes with the idea of 
keeping all parties fully informed as to the 
results of our operations and using the most 
descriptive and the least confusing captions 
that will adequately describe the situation. 





RECENT BUSINESS BOOKS 


The Business Information Bureau of the 
Cleveland Public Library has , ist issued a 
new “Business Information Sources” Bulle- 
tin entitled “Books for the Business Man.” 
It covers recent publications in the following 
fields: advertising media and advertising 
methods, banking facilities, business corre- 
spondence, business cycles, business manage- 
ment and organization, credits and collec- 
tions, distribution costs and practices, eco- 
nomics, executive development, employment 
management, financial management and con- 
trol, foreign trade, nature and needs of free 
enterprise, home businesses, information 
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sources, insurance, investment, pensions and 
profit sharing, production management, pub- 
lic relations, real estate, retailing, selling and 
sales management systems and procedures for 
the office, taxation, transportation and traffic, 
and wholesaling. 

The titles mentioned were selected because 
they have proven especially useful in dealing 
with the problems that face business today. 

Copies may be obtained by addressing re- 
quest to Miss Rose L. Vormelker, Business 
Information Bureau, Cleveland Public Li- 
brary, 325 Superior Avenue, Cleveland 14, 
Ohio. Price: 10 cents each. 
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rising in importance as methods of 








training people to meet typical problems. 


Role-Playing as a 


The techniques of practicing and demonstrating are 


Technique for Business 





OLE-PLAYING is an effective device for 

approaching numerous business pzoblems. 
In the past five years, the vogue has been to 
use role-playing for training supervisors, but 
the technique has other uses as well. The idea 
of acting out a scene in preparation for “the 
real thing” or of demonstrating how a situa- 
tion should be handled has been adopted 
“semi-formally” in business for many years— 
in sales training, in preparation for various 
types of meetings, and more recently in con- 
nection with grievance and arbitration cases. 
And yet many organizations have not used 
role-playing effectively. The term “role-play- 
ing” in itself is somewhat unfortunate. The 
connotation of “play acting” or some sort of 
game has made businessmen shy from the 
technique. Perhaps “demonstration” would 
have been better, but “role-playing” is now 
the commonly accepted designation. 


Uses of Role-Playing 


Meetings of many types lend themselves 
well to the “rehearsing” application of role- 
playing. Here the “acting out” reveals how a 
line of reasoning sounds and so straightens 
out thinking. At the same time, it subjects 
the line of approach to critical review. It en- 
ables one to anticipate problems and re- 
actions, thus counteracting these before the 





About the author — 

Professor Calhoon is professor of personnel ad- 
ministration at the University of North Carolina, 
and served as a visiting lecturer in the 1950 summer 
session at this School. 


WW NOVEMBER, 1950 


Richard P.Calhoon 


event proper. More effective timing is possible, 
thus preventing meetings or conferences from 
dragging and becoming unduly boring. When 
problems are acted out in advance, it is 
astounding how much can be anticipated: in 
one arbitration preparation, the company rep- 
resentative who “acted” the case for the union 
did a better job than the union representative 


‘who subsequently handled the case in arbi- 


tration. (That is not always the case, how- 
ever. ) 

The current formal use of role-playing, 
which has caught on in just the last five years, 
is principally for training supervisors. In this 
connection, the technique is still in the pro- 
cess of development. Among companies which 
have adapted role-playing to supervisory 
training are American Type Foundries, Amer- 
ican Steel and Wire, Harwood Manufactur- 
ing, Johnson & Johnson, Owens-Corning, Arm- 
strong Cork, Esso Standard, General Foods, 
and Sharpe & Dohme. 


Weaknesses of Other 
Training Methods 


In supervisory training, other techniques, 
including the popular conference method, all 
have weaknesses which are overcome to a con- 
siderable degree by the role-playing tech- 
nique. (When considering the application of 
this method to supervisory training, keep in 
mind, at the same time, preparation for meet- 
ings, contract negotiations, grievance cases, 
and the like.) One of the main difficulties in 
any training is the gap between precept and 
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practice. Will the supervisor use what he has 
discussed in the class room? Habits of long 
standing are generally well entrenched. An- 
other difficulty stems from the inability of 
supervisors to express themselves verbally: 
They frequently do not talk well in confer- 
ence; they are not trained in generalizing; 
they have difficulty making associations, again 
due to lack of education; and abstractions 
throw them. 

The trouble with simply talking over prob- 
lems or with conference training is the ab- 
sence of the actual relationship, the emotional 
involvement, the on-the-spot thinking neces- 
sary in day-by-day relationships. The con- 
ference method or discussion approach has a 
certain amount of passivity too, even though 
the leader tries to induce solutions from the 
group. To top it all, trainees are frequently 
uninterested because they do not really see 
the utility of generalized discussion. 

Everyone recognizes that attitude change is 
difficult and takes time. Certainly the role- 
playing technique by itself is not going to 
change attitudes drastically. But, role-playing 
does attack the problem of attitudes more 
directly than do other methods. 


Advantages of the Role-Playing 
Technique 


Among the many desirable features of role- 
playing as applied to preparation or to more 
formal supervisory training, we have the use 
of down-to-earth situations. Then, since one 
acts out a situation, players participate active- 
ly. At the same time, if the entire group is 
not so employed, group members often identi- 
fy themselves in the situation, and they enjoy 
the role of critic. Another advantage of the 
role-playing technique lies in developing prac- 
tical solutions. Players and group members 
through exposure to preblems build means of 
handling actual situations. Another advantage 
lies in developing an understanding or sensi- 
tiveness to other points of view. Members are 
able to see all sides of the problem a little 
more clearly through this device than they 
can through general discussion. Developing 
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an ability to prepare and analyze is an asset 
found in one type of role-playing, and devel- 
oping an ability to think on the spot is an 
advantage of the extemporaneous type of role- 
playing. 

One of the greatest single gains in the role- 
playing technique accrues from bringing out 
common weaknesses in handling different 
situations: Weaknesses such as personalizing, 
shifting the buck, half-promises, red-flag 
words, irritating attitude, snap judgment an- 
swers, speaking defects, poor salesmanship, 
arguing, high pressuring, failure to probe or 
question, talking down, and scolding are only 
some of the more common deficiencies brought 
out through the role-playing technique. Play- 
ers develop a “feel” for situations which 
should be helpful in handling any business 
problems. 

There are likewise certain side advantages 
in the role-playing technique. For example, 
participants come to understand: the utility 
and function of organizational relations. Like- 
wise, the acting out of a particular situation 
serves as an excellent springboard for discus- 
sion. Role-players criticize one another, a 
healthy approach since members of a group 
seem to accept correction better when made 


by their peers. 
Role-Playing Procedure 


Various exponents of the role-playing tech- 
nique have attempted to stereotype the meth- 
od, but the device is not one that needs tying 
down to any particular approach. A certain 
amount of flexibility is desirable in role-play- 
ing. There are, however, certain rather com- 
mon points to keep in mind in conducting the 
role-playing method. Obviously, a group must 
be made to feel that the device is worthwhile 
and that there is a real need for using this 
particular method. This would apply whether 
one is rehearsing for a meeting or whether 


one is training supervisors. Then, there should 


be someone in charge of the session or 
“showing,” whether he is known as a leader 
or what. Obviously, it is better if members 
volunteer for the roles or if roles fall to them 
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naturally. A healthy variant, however, is for 
the members sometimes to take the part of 
those with whom they are doing business, i.e., 
supervisor takes the part of a shop steward. 

Once the different members know what 
they are to do, the person in charge, especially 
at the beginning of such a program must go 
out of his way to give the role-players confi- 
dence. Then, as with other methods of train- 
ing, the other members of the group who may 
not be participating at the moment are told 
what is on tap so they can enter into the spirit 
of the session and can think along with the 
role-players. Some types of role-playing lend 
themselves well to preparation in advance. 
After all, this is a natural way of handling 
many situations in business. Somewhat ex- 
perienced or well-acquainted role-players can 
undertake role-playing with no advance prep- 
aration. 

After the members act out a particular sit- 
uation, the problem is thrown open to the 
group for discussion as to solutions, methods 
of handling, weaknesses, improvements, sug- 
gestions of various types by the non-partici- 
pating as well as by the participating mem- 
bers. Some exponents favor a re-play of the 
situation then in order to show the improved 
way of handling. This can become artificial 
but does serve the purpose of cementing the 
better approach in the minds of participants 
and group. 

As in the conference technique, role-play- 
ing requires a competent leader who is men- 
tally alert, tactful and enthusiastic. 

The technique works out as “a natural” in 
anything involving so-called intra-personal 
relations: discipline problems; complaints or 
grievance handling; job changes; personal or 
work differences between members of an or- 
ganization; handling difficult types of people; 
training; collective bargaining; public rela- 
tions; interviewing; counseling. In other 
words, supervision problems at any level may 
be included, although the technique is used 
most frequently today in the grievance-disci- 
pline field. 
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Problems in Handling the Role- 
Playing Technique 

One would be fatuous to assume that role- 
playing technique is automatically all set up 
and ready to go—the device, like any other 
technique, depends on effective administration 
for results. For example, as with any other 
training device, group heterogeneity is a prob- 
lem: the boss standing on his dignity, the 
underling scared of his deficiencies coming to 
the fore. Therefore, men having similar work, 
education, age, and level in the organization 
make the best group. All sorts of modifications 
are possible and necessary in smaller com- 
panies without destroying effectiveness since 
a great deal depends on the leader and the 
attitudes of those involved. 

Shyness is a problem until a group becomes 
accustomed to the device. Introverts who are 
unable to put themselves into a situation can 
make the entire situation painful in addition 
to their own malaise. After a few “acts,” how- 
ever, when members enter into the spirit and 
see possibilities in role-playing, this shyness or 
self-consciousness largely disappears. At the 
other end of the scale there are those who like 
to talk unduly and who try to monopolize 
role-playing. A large number of people have 
an outsize dose of “the ham” in them. 

Then in role-playing itself problems nat- 
urally arise: one member “throws a curve” at 
the others, injecting situations or “facts” of 
which the rest are not aware. Role-players 
occasionally miss the point of what they are 
shooting for and go off on a tangent. More- 
over, sometimes one party or another is too 
readily convinced, so that the situation be- 
comes unrealistic. Above and beyond these is 
the time consumption necessary to work out 
role-playing. It is like the case method. It 
takes time to act out situations and to discuss 
them fully if maximum benefits are to be 
realized. Moreover, group members need to 
be watched. Those who do not participate 
frequently become restive and bored if role- 
playing drags out too long. 
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Size of Company as a Factor 
in Role-Playing 
The larger the company, the easier it is to 
have specialists who can handle role-playing 
within the organization. Smaller organizations 
run up more against the problem of mixed 
groups. That is not a sound reason for hesi- 
tating to use this approach. Role-piaying need 


not be of a formal nature. The device can be 
used for day-by-day problems as well as for 
formal training. Moreover, smaller organiza- 
tions may have advantages for using the role- 
playing device, since members of the group 
frequently know one another so much better. 
There is less of a feeling of strangeness or 
defensiveness. 





ANTI-HOARDING ORDER ISSUED 


The first order issued on September 18th 
by the National Production Authority was 
N.P.A. Regulation No. 1 on inventory con- 
trols designed to curb abnormal accumulation 
of 32 critical materials that are listed in the 
order. This order does not cover distribution 
at the consumer level, but does cover manu- 
facturers, wholesalers, distributors and _ re- 
tailers who handle such materials. 

It provides a definition of a practical mini- 
mum working inventory as “the smallest 
quantity of material from which a person can 
reasonably meet his deliveries or supply his 
services on the basis of his currently sched- 
uled method and rate of operation.” It re- 
stricts any person from receiving or accepting 
delivery if his inventory accumulations exceed 
his needs, and also restricts him from placing 
orders with different suppliers totalling more 
than he is permitted to receive even though 
he intends to cancel one or more of the orders 
before delivery. 

It also puts an obligation upon the supplier 
to refrain from delivering any material if he 
knows or has reason to believe that his 
customer is not permitted to receive it under 
this regulation. 

Any violation may be punished by fine or 
imprisonment or both and consequently the 
responsibility is upon all businessmen to ac- 
quaint themselves thoroughly. with the terms 


of the order and adjust their operations ac- 
cordingly. 

The following is a list of the materials that 
are considered critical and subject to the 
regulation: ; 

Building Materials. Portland cement, gyp- 
sum board, sheathing and lath. 

Chemicals. Alcohol, industrial (ethyl alco- 
hol); benzene (benzol); caustic soda, all 
grades, liquid and solid; chlorine, gaseous 
and liquid; glycerine, crude and refined; 
soda ash (sodium carbonate), all grades. 

Forest Products. Lumber, softwood ply- 
wood, wood pulp. 

Iron and Steel. Iron, steel (carbon and al- 
loy, including stainless) ; forgings, rough; iron 
and steel scrap. 

Metals and Minerals. Aluminum, colum- 
bium, cobalt, copper, magnesium, manganese, 
nickel, tin, tungsten, zinc, nonferrous scrap 
not covered above. 

Rubber Materials. Natural rubber, dry and 
latex; synthetic rubbers, including latices, 
GR-s, butyl, neoprens, and N-types. 

Textile Materials. Burlap (Hessian), Cot- 
ton pulp, high tenacity rayon yarn, nylon 
staple and nylon filament yarn. 

Copies of the Regulation can be had from 
any of the Commerce Field Offices and con- 
sultation in regard to any of its provisions 
is available, either in person, by phone or 
through letter. 
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